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SUMMARY 


The Grand Duchy of Luxembourg is aptly 

described in the tourist literature as the "Green 
Heart of Europe". Despite its pastoral scenery, 
Luxembourg is, in fact, a highly industrialized 
country. Luxembourg boasts an open economy, and 
foreign trade amounts to nearly 80% of the gross 
national product compared to 44% in Belgium and 16% 
in France. Many years of continuous economic growth 
and political stability have given Luxembourg one of 
the highest standards of living in the European Common 
Market. 


Steel is Luxembourg's dominant industry and it suffered 
severely when the general recession hit the Luxembourg 
economy in 1975. The steel industry has yet to emerge 
from its slump and acts as a brake on overall economic 
recovery in the Grand Duchy. Luxembourg's other indus- 
tries, primarily US multinationals, have overall re- 
gained pre-recession production levels, if not earlier 
profitability. Exceptions, however, are synthetic fiber 
production and heavy earth-moving equipment which continue 
to suffer from depressed demand and low prices in the 
world market. 


The necessary re-structuring of the European steel 
industry will require reductions in the steel labor force. 
Luxembourg has traditionally had to import labor, but 

now new jobs will have to be found to hold down un- 
employment. The Luxembourg Government's economic recovery 
and full employment program contains additional incentives 
to attract job-generating new industries and to encourage 
capital investment. 


Owing to favorable government policies, Luxembourg has 
become one of Europe's major financial centers. Banking 
and related financial activities are the most dynamic 
sector of the economy. Ninety-four banks are currently 
Operating in Luxembourg, and their total assets now 
exceed US$58 billion of which 85% is in foreign curren- 
cies. 





In 1977, the Luxembourg economy grew at a disappointing 
1.3%, below its normal performance but still a recovery 
from 1975's negative growth. A slight improvement is 
foreseen for 1978 with an expected growth rate of about 
23. Inflation continues to decline from the 1975 peak 
of 10.7% to 6.7% in 1977, and to an expected inflation 
rate of 5.4% in 1978. 


Luxembourg remains a prosperous country with a steady 
appetite for quality products. Virtually all consumer 
goods are imported, offering attractive opportunities 
in this field. US-owned manufacturing plants in 
Luxembourg generate a continuous demand for American 
supplies. The accelerated investment program of the 
steel industry presents possibilities for US equipment 
and technology. 


CURRENT ECONOMIC SITUATION AND TRENDS 
REVIEW OF LUXEMBOURG TRADE 
Luxembourg's economy is highly integrated with its 


neighbors' economies. Its major industries are 95% 
export-oriented. Luxembourg's small size, dependence 


on foreign trade, and central location within Western 


Europe account for long-standing support of libera 

trade policies and European economic union. The presence 
of several Common Market institutions is evidence 
of Luxembourg's European commitment. Luxembourg is a 
partner in the Belgian-Luxembourg Economic Union which 
provides for a common currency and monetary policy. 


Neighboring Germany, Belgium and France account for 
almost 65% of Luxembourg's exports and 85% of its 
imports. The Common Market as a whole accounts for 

76.5% of its exports and 92.8% of its imports. In 1977, 
imports from the United States were 3.2% (approximately 
$66 million) of total Luxembourg imports, and exports to 
the US were 5.2% (approximately $96.3 million) of the 
Luxembourg totals. Other than trade with the US, inter- 
national commerce with non-European countries is of minor 
importance. 


The main imports from the US are textiles, machinery, 
electrical equipment, and plastic materials. The purchase 
of two Boeing 737s by the national airline LUXAIR also 
appears in the 1977 statistics. The principal Luxembourg 
exports to the US are steel and metal products (72.2% 

of total exports to the US). These sales, which in recent 





years have been at a very low level, rose sharply during 
1977, but are expected to fall off again in 1978 due to 
new restrictions on steel imports in the US. 


Steel has traditionally generated well over 60% of 
Luxembourg's exports (only 54.4% in 1977). Luxembourg's 
other principal exports include rubber tires, plastic 
products, artificial fibers, floor coverings, machinery, 
and electrical equipment. Luxembourg imports virtually 
all raw materials and semi-manufactures for its steel 
industry and other manufacturers, and the full spectrum 
of finished goods for home, office, government and com- 
mercial services. 


Luxembourg's balance of trade shifted into deficit in 
1975 and will likely remain there until some recovery 
in steel prices and shipments. The world market for 
steel in 1977 was characterized by continuing sharp 
competition and depressed prices in export markets. The 
persistent weakness of investment spending and, as a 
result, demand for capital goods continued to affect the 
European steel market. This situation was aggravated 

by a new increase in foreign steel imports which filled 
over 10% of the Community's needs. The new Community 
steel measures (Davignon Plan) seem to have helped 
correct steel prices to some extent early in 1978, but 
do not provide a long-run solution for the existing 
Over-capacity in the European steel industry. The Grand 
Duchy's overall balance of payments, however, should 
remain in equilibrium or modest surplus thanks to its 
successful international financial operations, 


CURRENT ECONOMIC SITUATION AND PRODUCTION 


A Gross National Product of over $2.75 billion and a per 
capita income of over $7,700 a year make Luxembourg an 
affluent nation, ranking only after Denmark and Germany 
and alongside Belgium within the Common Market. As a 
small but dynamic trading country, Luxembourg is vitally 
dependent on the economic health of the major Western 
European economies and, yet, has virtually no influence 
Over international economic events. 


The general recession in the industrialized world which 
began in 1974 struck the Luxembourg economy in 1975 with 
extreme severity. As 95% of Luxembourg's steel production 
is exported, the Grand Duchy's steel’industry is more 
vulnerable than any other nation's to overall European 
and world market developments. Furthermore, steel still 
dominates Luxembourg's economy (25% of GNP). The sharp 





downturn in the construction and automobile industries 

in Europe led to a 28.3% drop in steel output which, in 

turn, was the prime cause of a 12.8% fall in Luxembourg 

GNP in 1975. After an all-time high annual production 

record of 6.4 million metric tons in 1974, steel produc- 

tion has continued to fall to 4.3 million tons in 1977, 
Barring a sudden and unexpected upswing in the steel industry, 
a return to the growth rates of the early 1970s and the 
recovery of GNP lost in 1975 will be a slow process. 


A restructuring of the European Common Market steel 
industries is being developed which will reduce excess 
capacity (and employment) and modernize plants for greater 
competitiveness. Investment in Luxembourg's steel 

industry was accelerated in 1977 to a total of 3 billion 
francs compared to 2.5 billion francs in 1976. Arbed, 
Luxembourg's major steel group, has announced plans to spend 
approximately 18 billion francs over a five-year period 
(1978-82) in an effort to modernize its plant and return to 
profitable operations. Planned investment for 1978 will 
total 4.9 billion francs (approximately $138 million). In 
1976, the future of Luxembourg's other steel company - MMRA - 
with 10% of total production was uncertain. The Luxembourg 
and Belgian Governments, together with ARBED, are coopera- 
ting to preserve MMRA with its 2700 jobs. The financial and 
structural reforms of MMRA were scheduled to be completed 

in April 1977, but negotiations are still underway con- 
cerning the reorganization of the company. 


The economic upturn in industrial production during 1976 
slowed down in 1977. Growth of the industrial sector, not 
including steel, registered an increase of only 2.1% 

versus 9.8% in 1976. Overall industrial production showed 
virtually no growth (0.5%) from 1976. Although Luxembourg's 
non-steel industries have generally regained production 
volume lost in 1975, prices for certain products, parti- 
cularly synthetic fibers and heavy earth-moving equipment, 
have. not yet recovered sufficiently for profitability. Asa 
result, one manufacturer of earth-moving equipment will be 
forced to end its operations in December 1978. 


Luxembourg's services sector has shown steady development 
and now surpasses industry in total employment (52% versus 
43%). Rail and river transportation continue to reflect 
reduced steel industry activity. Air passenger traffic 
increased 1.3% over 1976, but there was no significant 
increase in air cargo traffic at Luxembourg's 
international airport. Automobile sales registered a 





healthy gain of 8.1% over 1976. Consumer demand for 
household appliances and food stuffs remained strong 

in 1977, although spending on clothing and leisure still 
declined. 


Banking and related financial activities have exhibited 
spectacular growth in recent years. Total assets of banks 
and savings institutions now exceed $58 billion, of which 
85% is in foreign currencies. This reflects the importance 
of the Eurobond market, which is denominated primarily 
in US dollars and German marks. Ninety-four banks comprise 
the international financial center. German, American, 
Scandinavian, Swiss, French, Belgian, Japanese, Soviet, 
and other banks are represented. Banks and financial 
institutions employ over 6300 workers, or 4.3% of total 
employment. More importantly, since the steel crisis the 
banking sector has become Luxembourg's number one tax- 
payer. The European Investment Bank, the financial institu- 
tion of the Common Market, is also located there, Liberal 
holding company legislation was the basis for the develop- 
ment of an international financial center in Luxembourg 
and there are currently over 4800 holding companies es- 
tablished. Although holding companies now form a 
minor part of total financial activities, the Luxembourg 
Government views them as an integral part of local economic 
life and has tightened regulations and raised minimum 
capital requirements (to approximately $28,000). 


Luxembourg has a small but efficient agricultural sector 
representing 3-4% of GNP and employing 7600 workers 
(approximately 5.1% of total employment). Most farmers 

are engaged in animal husbandry (cattle-raising accounts 
for more than 4/5 of the agricultural revenue), and the 
principal products are dairy and meat. The effects of the 
1976 drought continued to depress animal production in 
1977, but crop production registered a substantial increase 
of over 70%. Luxembourg's Moselle valley vineyards produced 
155,000hectoliters of dry white wine in 1977, of which 

60% is classified as quality wine. 


Tourism has essentially a summer season in Luxembourg. Its 
scenic countryside is popular with the Belgians and Dutch 

in particular. The excellent weather in 1976 brought a 

record number of visitors to Luxembourg. This high level 

of activity was maintained in 1977. 


EMPLOYMENT, INFLATION, INVESTMENT AND PUBLIC FINANCES 


Until the recent recession, Luxembourg experienced a 
chronic labor shortage, Approximately one-third of the 





total labor force is foreign, primarily Portuguese and 
Italian as well as French, Belgian and German border- 
crossers. Full employment has long been a national 

policy, but not until 1975 was effort required to 

achieve this goal. In the next few years, necessary 
reductions-in-force required by the rationalization and 
modernization of the steel industry will involve over 

6000 steel workers. In addition, some seven hundred new 
job applicants are expected on the labor market each 

year until 1984. After 1984, a decline in the labor force 
of about 600 workers a year is expected because of overall 
population decline. The Government is cautious, therefore, 
about creating jobs now which may require additional 
foreign workers after 1984. Despite the unfavorable 
employment picture, unemployment remained well below 1% 

in 1977 (0.3%), but it is expected to rise to almost 1% 

in 1978. 


Luxembourg has not been immune to European increases in 
production costs due to wages and social benefits. 
Luxembourg workers benefit from the mobile salary scale - 
each increase of the level of prices provoking an automatic 
adjustment of salaries, pensions,and allowances. This 
system of wage indexation has proved to be an element in 
pushing up costs. The rise in average wages slowed in 

1977 to 9.6% (versus 12.7% in 1976), a real increase of 

2% over the Consumer Price Index rise (versus 3% in 1976). 


The downward trend of inflationary pressures has continued. 
Inflation dropped from 9.8% in 1976 to 6.7% in 1977 and 
should fall to 5.4% in 1978. Luxembourg has one of the 
lowest inflation rates within the Common Market, although 
above that of its major trading partner, Germany. The 
Government and local businesses are quite conscious of 

the potential threat high costs pose for competitiveness, 
and control of inflation is a top priority. Reform of the 
local system of indexation and implementation of a new 
index in 1979 should assist this effort. 


The uncertain business climate that prevailed in 1977 led 
to stagnation in gross domestic capital investment 
(decline of 0.3%). The construction industry again ex- 
perienced a decline of 1.2%, especially due to the weak- 
ness of housing construction (down 6%). The investment 
picture is expected to improve in 1978, especially with 
the increased investment planned by the steel industry. 
Overall business investment should increase approximately 
15% over 1977. The Luxembourg Government will again 





increase its level of investment by 7% in 1978 as part 
of its economic stimulus program. The Public Works Ministry 
will raise its spending also to 62.9% over the 1974 level. 


The Luxembourg Government managed small surpluses in its 
1976 and 1977 budgets despite the cost of anti-recession 
measures. The slow rate of economic recovery and financial 
commitments in the government's new economic action plan, 
however, may actually produce a deficit in 1978. Nonethe- 
less, accumulated budget reserves and very low national 
debt place Luxembourg in a favored financial position. 


THE OUTLOOK FOR 1978 AND GOVERNMENT ACTION PLAN 


Although lost gross national product from the recession 
will probably not be recouped before the early 1980s, 

there should be some improvement in the economic situation 
in 1978. The first quarter of 1978 registered a significant 
12% increase in steel production due largely to the 

success of the Common Market's steel measures (Davignon 
Plan) which have raised prices for steel products and 
stabilized market shares. Although other industrial’ 
production continues’ to stagnate (+0.6%), the investment 
picture is bright. The construction industry has registered 
a 3.1% gain during January-April period over the same 
period a year ago. The banking sector has continued to 

grow in early 1978, its assets increasing 3.3% since the 
end of December 1977. The rate of growth of consumer 
spending is unlikely to increase significantly owing to 

a reduction in disposable income and an expected tightening 
of consumer credit. Thus, inflation should continue to fall 
to 5.4% in 1978. The growth rate for the Luxembourg 

economy is expected to reach 2% in 1978. 


The structural adjustments facing the Luxembourg economy 
and labor force, as well as the possibility of stagnation 
in the standard of living, present an enormous challenge 
to the Government. A tripartite conference of government, 
employer, and labor union representatives initiated in 
April 1977 has produced a three-year action plan for 
economic stimulus and full employment. Principal measures 
include the creation of a National Society for Credit and 
Investment (SNCI), an immediate increase in tax credit 

on incremental investment, bans on overtime and on further 
immigration of foreign workers from outside the Common 
Market, and special labor union and government cooperation 
with companies in difficulty. 





The SNCI, which began operations in January 1978 enables 
the government to seek new foreign investment more 
actively and to encourage expansion by established firms 
by means of increased incentives, as well as to assist 
in financing of exports. International competition for 
investment is keen, but Luxembourg's enviable record of 
labor peace and political stability and its special 
community spirit should be major assets. The energetic 
action plan should maximize the chances for the Luxembourg 
economy, but the key factor is an upswing in its neigh- 
bors' economies, particularly West Germany and Belgium. 


IMPLICATIONS FOR THE UNITED STATES AND US INVESTMENT 
OPPORTUNITIES 


The Luxembourg Government introduced a program of investment 
incentives after World War II in an attempt to rebuild 

and, especially, to diversify the national economy. Major 
US investments in Luxembourg began in the early 1950s 

and grew steadily throughout the 1960s and into the 

early 197(s.American firms are the dominant group’ in’ tne 
category described by the Luxembourg Government as “new 
industries". American investment in Luxembourg is almost 
entirely in the export-oriented manufacturing sector: 
chemicals, tires, and metal fabrication. American multi- 
nationals with production facilities in Luxembourg include: 
Goodyear, Dupont, Monsanto, and Uniroyal. Other major US 
firms are: Yates Industries, Commercial Shearing, Cleveland 
Crane and Engineering, Dresser Industries, and Amerace 
Corp. Twelve US banks also have operations in Luxembourg. 
General Motors' Terex Division, which began operations 

in 1971, plans to close its production facilities in 
December 1978 due to continued weak demand in world markets 
for heavy earth-moving equipment. 


US direct investment in Luxembourg has an original value 
of approximately $375 million and a current market value 
of over $570 million. At a per capita level of over $1000, 
this is believed to be the highest US direct investment 
outside of North America. Additional investment of $95 
million is projected for 1977-82 by US companies already 
established there, About 75% of this amount is directly 
attributable to one firm, Goodyear. American manufacturers 
contribute over 20% of total industrial production and 
employ 7500 workers, approximately 10% of industrial 
employment. 





Before the recent recession, the chronic labor shortage 
limited the scope for new major industries in Luxembourg. 
With the recognition of structural problems in the steel 
industry and the need to create new jobs, opportunities 
again are available for firms seeking to locate in the 
Common Market. Expansion by existing manufacturers or 
establishment of new firms is critical for Luxembourg's 
continued prosperity. The Luxembourg Government welcomes 
foreign investment and grants various incentives to 
attract investment, including interest subsidization, 

loan guarantees, capital subsidies, tax incentives, promo- 
tional aids, and the acquisition and preparation of access 
roads and other infrastructure. 


The Luxembourg Government, business community, and labor 
unions are familiar with American ways and have always 
welcomed American industry. Catalyst Recovery Inc. of 
Baltimore has recently announced plans to establish produc- 
tion facilities in Luxembourg in 1979. The Luxembourg 
Government is actively pursuing negotiations with several 
other interested US firms. 


Although increased production costs are a fact of life 
throughout Western Europe, Luxembourg's national tradi- 
tions of good labor/management/government relations, 


political stability, and high worker productivity remain 
considerable assets. Furthermore, as a prosperous nation 
which imports virtually all its consumer goods, 
Luxembourg presents attractive trade opportunities for 
selected US goods. The steel industry's ambitious invest- 
ment program offers additional opportunities for sales 

of US equipment, technology, and services. 
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